
would balloon to sEveral million
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- virtually one for every

subscriber. The ec ,Jipment Ameri tech.lses in its local loop

network was not gererally designed for multiple carrier inter-

connection. Even f it is technica~ly feasible to intercon-

nect at this equiprent, extensive modifications of the equip-

ment Ltself would I e required.

perform this task re unknown.

The costs and time required to

Further, practices and procedures for installing,

test ing, and maint, Lning subloop unbundl ing for each type of

technology and equ pment used in Ameritech's local loop facil-

ties do not exist yet eXlst. In addition, the computerized

operation support ystems ("OSSs" that inventory, assess,

monitor, and provi Lon this equipment currently are not pro-

clTammed to operate n a subloop interconnection environment.

The underlying ass and the administrative procedures that

would be required 0 make any of these loop sub-elements

:l.vai lable on an un ,undled basis have not yet been developed.

3iven the lack of ndustry experience, the Commission should

not mandate subloo) unbundling as part of the core set of

network elements.

Ameri tee I, therefore, recommends that the Commission

refrain from adopt ng specific recommendations for loop sub-

elements, as advoc lted by AT&T and Mel, and instead adopt the
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a.pproach utilized n Illinois, of requiring the prompt pro-

':~essing of bona fi le requests for L)op subelements. It is

~ritical that the 'ommission not require BOCs to unbundle

their loops into s b-elements as a pre-condition to applying

for interexchange luthority. Indeed, in evaluating AT&T's and

MCI I S advocacy ()f he imposition by federal regulation of

wholly untested un lundling procedures on a nationwide basis,

it should be noted that these two loudest proponents of

subloop unbundling would benefit the most if the Commission'I3

regulations on thi; issue delay the lntroduction of additional

interLATA compet: it Irs.

b. Local Transport: Should Be Provided, Upon
Request, In Accordance With The Principles
Developed In The Commission's Expanded
Interconnection P=r~o~c~e~e~d~i~n~g~. __

Ameritec 1 currently offers many forms of unbundled

local transport tlrough its access tariffs under the

Commission's expar::led interconnection rules. Item (v) of the

h7

competitive check: 1st requires the offering of 'I [l]ocal trans-

port from the trur k side of a switch of a wireline local

exchange carrier Fwitch unbundled from switching and other

servlces. ,,67 Amer t:ech agrees that 'neet:ing the expanded inter-

connection requirfments regarding unbundling satisfies the

47 U.S.C. § :271 c) (2) (B) (v)
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requirements of thl 1996 Act. M Because unbundled transport

clear ~y is technic, i ly feasible and meets the section

;:51 (d (2) prerequL ites, the:::'ommisslon should include a

'comparable unbundl, d transport serVlc:e in the core set of net-

work elements.

The Comm ssion, however, should clarify that the

L996 Act does not upport any arbitrary price distinction be-

tween switched and special transport. Once transport is

unbundled from swi ching, no such distinction can be made.

c Local Switching Should Be Provided, Upon
Request, Separate From Other Services And
Funct.ions.

Ameritec 1 agrees that unbundled local switching can

De included as a C lre network element ~ The legislative

history of the 199 Act cites local switching as an example of

a network element~ and item (vi) of the competitive checklist

requires that BOCE offer II [l]ocal switching unbundled from

transport, local ~ )Op transmlssion, elr other services. 11

Ameritech submits hat local switching thus satisfies the

h9

7()

The Commission ,hould clarify that
should be offer~d separately from
subject to its lwn separate unbund
section 271(c ' ~) (B) (iv).

See id. para.. c ~

See Conference ~eport at 116
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statutory test tha defines the parameters of the section

251 :,c) (3) obligat i ,n, 7J.

Ameritec) is developing a product referred to as

Switch Routing Sel 'ice ("SRS"), which will be one more possi-

ble way to provide a local switching service on an unbundled

basis .. Ameritech )elieves SRS is technically feasible and

fully consistent ~ th the competitive checklist requirement

regarding "local E~itching unbundled from transport, local

loop transmission, or other services. ,,7' SRS would provide a

requesting telecorrnunications carrier with the capability on

an unbundled basiE to route traffic to and from its local

loops or transport interconnected to the line or trunk side,

as applicable, of 1.n Ameritech end office. The service would

provide access to 1 group of line side ports and to trunk side

ports, combined w -h local switching based upon route selec-

tion determined b' the requesting carrier. The service also

would offer OptiOl 31 access to resold retail central office

services and usagE through interface which will provide the

capability for tht requesting carrler to utilize automated

activation and de activation of resold network features.

71 4 ~' U. S C § 27J : c) (2 ) (B) (vi)

72 4 C! U. S C. § 27" c) (2 ) (B) (vi:
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When SRS 1S used in conjunction with routing prede-

termined by the re {uesting carrier, it will route all calls

~riginating from t Ie interconnected local loops of the re-

~uesting carrier t interconnected iedicated transport facili

ties or other inte 'connected local loops. Both SRS and

Ameritech's End Of ers Integration ~ffering would offer the

capability to rout terminating traffic received from inter-

connected dedicatei transport to an Lnterconnected local loop.

The Comn-Lssion asks about +-he "switching platform"

being proposed by 30me parties in Illlnois. D This proposal

has arisen in a pI Jceeding in Illinois relating to wholesale

pricing of AmeritE~h's retail services and is still in the

concept stage and ~as not been defined with specificity by any

of its proponents It is, therefore, too early to comment on

the specific issuE s raised by the rommission relative to the

switch platform, I xcept to say that under any unbundled

switching service the incumbent LEC must retain operational

control of its sw tch since, even when used to provide

unbundled switchi g, it still remains an integral part of the

incumbent LEC net. rork used to serve other customers and caryi-

ers. As the Comm ssion has acknowledged in the advanced

intelligent netwck proceeding, lcglcal unbundling that gives

------------
71 See NPRM paras 100 102.
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an interconnecting carrier direct access to another carrier's

switch is not now echnically feasible and would create severe

risks to network r -liability and service quality.~

d. Incumbent LECs Should Provide Unbundled
Access, Upon Request, To SS? For Call
Routi~LIDB, ~ndThe 800 Database.

The def i ~.i t ion of "network E'~lement" in the 1996 Act

clarifies that "do.abases" and "signa~ling" of an incumbent

LEC used in the tl ~nsmission routing and other transmission

of a telecommunic~ ions service can be a network element.

Sect:Lon 271 (c) (2) 8) (x) further specifies that BOCs are re-

quired to provide "access to databases and associated signall-

ing pecessary for "all routing and (~ompletion. '1

supplied)

(emphasis

Ameri te· h agrees with the Commission that the core

network elements an include unbundled signalling and certain

databases. Consi tent with the 1996 Act, the core databases

74

and signalling sh ·uld be selected based upon the following

principles:

1. On_y signalling and databases used by a tele­
ccnmunications carrier to route traffic to and
fr)m an incumbent LEC's public switched network
st)uld be unbundled;

See Intelligen Networks, Notice of Proposed Rulemaking, CC
Docket No. 91- 46, 8 FCC Red 6813, 6820 (1993).
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2. Siglalling and databases already being provided
on in unbundled basis are technically feasible;

3. Siglalling and databases being provided today
on in unbundled basis are the ones that are
neeied to route and terminate traffic; and

4. Additional requests for unbundled signalling
and databases should be addressed through the
rec~est and negotiation process in section 252.

Call r01._ ing and completion functions require call

set-up by the sigr~lling network and sometimes require supple-

mental calling fur'tions or information such as 800 number-

routing data or cr~dit verificatior As a result, incumbent

LECs should be rec ~ired to provide unbundled access to their

System Signalling ("SS7") for cal set-up and their 800

database and Line nformation Database (IILIDB") because such

systems and databa3es provide the functions and data needed to

route and terminat J traffic betweer networks.

Such ace ~ss to SS7, 800 database, and LIDB is tech-

nically feasible aid in fact Ameritech already offers them on

an unbundled basiE to carriers that interconnect with it.

Other systems and latabases used by incumbent LECs to route

and complete callE on their own networks should not be re-

qui red to be unbur lIed unless they perform both inter-network

and intra-network 3ignalling and routing functions, such as

the Signal TransfE Point (II STP II

47
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Ameritec I has been a pioneel In developing unbundled

access to its SS7 letwork for call set up. 7<' Ameri tech is

offering two forms of unbundled access to its SS7 network:

(1) access to SS7 ;ignalling without requiring the purchase of

voice trunking suc 1 as Feature Group D, and (2) access to

Ameritech's SS7 ne work via transport provided by the request-

ing carrier or obt 1 ined f rom a third party. The point of

interconnection Ec access to SS7 is Ameritech's STP. This

arrangement is bot technically feasible and used to route and

complete calls and cherefore can be added to the core list of

network elements.

The 1996 Act requires access to databases on an

unbundled basis on y to the extent used for call routing and

completion or to c herwise provide a telecommunications ser-

vice. The LIDB an J 800 databases fully meet this need. The

Commission should lot ignore this congressional limitation,

founded in sound f lblic policy objectives of encouraging

innovation by comp>ting access, by mandating unlimited access

to databases. Rat leI', the Commission's regulations should

See Ameritech 0l,erating Companies
Part 69 of the (:ommission' s Rules
Rate Elements ff ,r SS7 Signalling!
Mar. 27, 1996 i .
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allow access beyon that necessary for call routing and com-

pletion to evolve hrough negotiations.

The Comm ssion asks about access to advanced call

processing functio s.Th These capabilities are offered through

Lntelligent networ databases, and Ameritech has already

offered to provide database access 'ria its Service Management

System/Service Cre tion Environment ("SMS/SCE") in discussions

with the Commissio' 's Staff regarding its intelligent networks

. " IN"I proceeding. Under this proposal, the SMS/SCE would be

used to provide un: undled access to advanced call processing

and intelligent ne work features and with the ability to

create new feature SMS/SCE access is still under develop-

ment and not yet t chnically feasible.

The Comm ssion also asks parties to identify the

points at which ca riers access their signalling and databases

and whether other oints of interconnection are technically

.__.. _----_._----

See NPRM para. ], 1 .

'7 See generally In~elligent Networks, CC Docket No. 91-346. A
continuing iSSUE in this proceeding has been network reli­
ability in the aJsence of mediation. Ameritech continues to
believe that itE proposal for unbundling of SMS/SCE affords
third parties tt ? opportunity to offer new services with
minimum risk to 1etwork integrity3.nd reliability. See
Ameritech Ex Pal e Letter of 3/13 96, CC Docket No. 91-346.
Ameritech also n 3.intains that other forms of IN access are
not currently tE'hnically feasj ble and should be addressed
via a bona fide "equest during the:ourse of good faith
negotiations
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feasible. 78 Intercnnection with Ameritech's SS7 is offered

through a Dedicate Network Access ,ink ("DNAL") either pro-

vided by Ameritech)r the interconnecting carrier at the STP.

The connection is ,ade from the request ing carrier's Signal-

Ling Point ("SP/SS II) or Lts STP.

Other fo ms of separate access to signalling and

databases used for 8all routing and completion should be

addressed through he request and negotiation process contem-

plated by section 52. The negotiation and arbitration pro-

cess 1S the best v hicle for addressing technical feasibility,

as well as the des re for other forms of access to databases

and signalling, an therefore should be endorsed by the Com-

mission.

The only ~n-line databases used to route and termi-

nate craffic today between carriers is the 800 database and

LIDB. The 800 dat base provides information necessary to

route 800 calls, a d LIDB provides~redit verification data

for calling card c LIs. Ameritech has not identified any

other databases th t are used today to route and terminate

traffic between ca riers or that are otherwise used by another

carrier to provide a competing serv ceo

78 See NPRM para. )8 .
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The maJo ity of traffic handled by LECs and IXCs 1S

routed and termina ed without access to on-line databases.

Rather, traditiona routing of calls IS based upon the NPA-NXX

=ode dialed by the calling party which identifies the desti-

nation of the cal] ~n the public switched network. The indus-

try routing informltion is contained in the Local Exchange

Routing Guide ("LE icC;"), a national database compiled and dis-

tributed on a nond scriminatory basis to the industry by

Bellcore.

D. Resale

1. The Reasonableness Of Any Condition Or
Lim tation On Resale Must Be Determined On A
Cas :-By-Case Basis ' _

The stat [tory language of sections 251 (b) (ll and

251 (c) (4) (B) requi es both LECs and incumbent LECs not to

prohibit resale ,:In 1 not to impose unreasonable or discrimina-

tory terms and cor litions on resale Reasonable restrictions

:=>n resale, however have long been cecognized by the Commis-

sion as appropriat ' to further publIC policy objectives,~ and

Congress did not C lange that determination in the 1996 Act.

---_. -------_ ..----

See Regulatory Jolicies Concerning Resale and Shared Use of
Common Carrier =iomestic Public Switched Network Services,
Report and Orde , 83 F.C.C.2d 167, 174 n.17 (finding certain
price discrimin, tions lawful); see also Petitions for Rule
Making ConcerniJ .g Proposed Changes to the Commission's
Cellular Resale Policies, Notice of Proposed Rulemaking and
Order, 6 FCC Rc 1719,1721 (119]
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In respOl se to t he Commission's request for comment

em what limitation: may be imposed em resale, 80 Ameritech main-

tains that the rea:onableness and non discriminatory nature of

any restrictions s11uld be left to 'he states81 based on the

specific facts pre:ented. State commissions not only have the

experience necessa y to balance competing interests in opening

ocal exchange ser- Ices to competition, but have an important

role tn ensuring r! sale 1S implemented consistent with other

public interest po ICles. States are also in the best posi-

tion t:o make such, eterminations, especially where important

~ssues such as sta' e-speclfic universal service policies are

concerned.

-_..._--_. ------

HO See NPRM paras. 75 & 197.

HI The Commission slggests that "restrictions and conditions
[on resale] are ikely to be evidence of an exercise of
market power" an 1 that the range elf permissible restrictions
should be quite larrow. NPRM para. 175. Although in cer­
tain contexts, Aneritech might agree with this observation,
it seems ill-sui ed to the resale of local exchange servic­
es. For example it would hardly be an exercise of market
power to establi ;h class-of-user restrictions on the resale
of flat-rated SE vices that an incumbent LEC itself offers
only to resident al subscribers. [ndeed, without such
restrictions, ··C npeting LEes would be able to purchase
services at pric s well below cost. Similarly, restrictions
on the resale ~f services that are already priced below cost
would appear t:l Je reasonable and not the result of any
market power. tact, rates and rate structures for local
exchange serviCE are, in large part a reflection of public
policy goals. F ?sale at wholesale rates, therefore, may be
unt enable in a \ iriety of context s . hat have nothing to do
with market pOWf
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At the s lme time, Ameritech believes it would be

appropriate for th Commission to establish some general

principles that co lid guide the states as they consider the

reasonableness of my particular resale limitation. One

principle the Comm ssion should establish is that in determin-

ingreasonableness states should consider whether the bene-

fits to the public outweigh any alleged harm posed by the

restrictions. 87 Fc example, the state should consider whether

the condition or ] mitati::m furthers or inhibits competition

~r some other stat· interest, such as universal service.~

Moreover, as the C lmmission recognizes, the federal implement-

See Petitions fer Rule Making Concerning Proposed Changes to
the Commission'f Cellular Resale Policies, Notice of Pro­
posed Rule Makil g and Order, 6 FCC Rcd 1719, 1721 (1991)
(weighing harm '0 the public posed by restrictions against
countervailing lenefits to the public for purposes of deter­
mining whether esale restrictlons are just and reasonable
within the mean ng of Section CI(b) of the Communications
Act) .

ALTS argues thai "there should be no prohibitions or re­
strictions on t e resale of the service of dominant issu­
ers." ALTS Han( book at 17. This argument ignores the plain
language of sec' ion 251 (c) (4), which prohibits only "unrea­
sonable or disc iminatory condit_ons and limitations" on the
resale of telec(mmunication serVlc'es. Finally, it ignores
th,3.t the Commis: ion resale pol iCles have nc: ver been limited
only to dominan carriers, but rather apply to all common
carriers. See. etitions for Rule Making Concerning Proposed
Changes to theommission's Cellldlar Reale Policies, Rep0L't
and Order, 7 Fe Rcd 4006, 4006 11992) (summarizing evolu-·
tion of Commiss ~n's p()licy on resale developed under sec­
tlons 201(b) dn 202(a of the C~mITunications Act).
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Lng regulations mu t reflect the permissibility of class-of-

subscriber restric lons expressly contemplated under section

251(c) (4) (E) .X4 Thse restrictions, however, should not be

:1arrowly limited t services offered at "subsidized prices. "xs

The fede al regulations also should confirm that a

reasonable state c rtification or llcensing requirement for

the resale of the equested services, such as the one required

Ln Illinois in ord r to resell residential services,86 is

neither a prohiblt on or an unreasonable restriction on re-

sale, nor a barrie to entry into lJcal service prohibited by

section 253.

Ameritec believes that additional examples of

reasonable, nondisriminatory resale restrictions exist for

the following serv ce categories: (1) grandfathered services;

(2) sunsetted serv ces; (3) service requiring "build out 'l of

additional facillt es.

Grandfat cered and sunsetted services are essentially

obsolete offerings n Grandfathered services are limited to

84 See NPRM para 76 "

X6

X7

See Customers Fjrst Order at 66-67.

Grandfathering I ndertaken as a result of the 1996 Act,
(e.g., any widefpread grandfatheringl should be viewed with
suspicion.
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customers who prev ~usly established a relationship to the

servicce. They are not offered to new customers because of

changes in technol! gy or because the particular service offer-

Lng has been superfeded by a newer service offering.

Sunsetted services ~re similar to grandfathered services

except that a poin! has been set when the service will be

terminated for all customers. Services that are grandfathered

or sunsetted are nl t- retail offer~nqs held out to the general

public; accordingl" the 1996 Act's wholesale requirements do

not apply. 88 The c, ncept of "grandfathering" is necessary,

especially in an 1 dustry with significant technological

Lmprovements, to a oid the need to I'ont inue to deploy obsolete

and inefficient te hnology. It makes no practical sense to

require a provider 0 continue offering a service to resellers

that is no longer eing offered at retail, particularly when

Bubst i tute service are available f'n resale. In fact, the

Lncumbent LEC and he reseller will be using the same newer

offering when compo ling for customers on a going-forward

basis. Furthermor . LECs will incur unreasonable adminis-

t~.rat i ve burdens to :)ffer obsolete services at wholesale rates

(e.g., development )f wholesale cost data to support the

-----------_.__ ._-

As such, a grancfathered or sunsetted service is not within
the definition cf a telecommunication service because it is
no longer offeni to the public. 47 U.S.C. § 153(46).
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pricing, creation f interfaces for ordering, and establish-

ment ·)f billing me hanisms) J~ such h.ndens would outweigh any

alleged competitiv benefits.

The Comm ssion guidelines should also reflect the

reasonableness of tate rules that prohibit resale rates that

are below cost. S ch a limitation In resale is reasonable and

nondiscriminatory. Indeed, section 254(k) of the 1996 Act and

the takings clause ~f the United States Constitution (as well

as several state c nstitutions) would preclude any requirement

hat incumbent LEC of fer services f ell resale to compet i tors

at prices below co t.

2 Section 251 (c) (4) Does Not Preclude Retail
Discounts And P~r~o~m~o~t~i~o~n~s~. _

The Comm ssion has specifically requested comment on

discounted and pro lot iona 1 offerings ~'i The resale obligation

of section 251 (c:' ( should not be ~onstrued in a way that

would prohibit or liscourage discounts, service packages, or

bona fide promotlo Sf provided that promotional rates do not

fal} below wholesa e rates.

The Comm ssion has long recognized that promotions

foster competition stimulate network usage, and increase

R9 See NPRM para. 75.
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c:ustomer awareness )f products and services.~ Such marketing

tools are standard for LECs and resellers alike. Requiring

LECs to offer prom, t ions for resale particularly at whole-

sale cates

promotions.

woul, effectively preclude LEC use of such

Congr. ss could not have intended to create a com-

petitive local marfetplace where LECs are denied the tools

routinely used by 11 carriers to promote network usage, or

where consumers ar' denied the benefits that promotions can

offer. Thus, the ommission's rules should permit bona fide

promotions (e.g .. er service promotions made available to

retail customers f r a total duration not to exceed 120 days

In a calendar year without an obligation to furnish for

resale the promote service at a discount below the pre-promo-

tion wholesale pri e.

Indeed p omotions do not ,:onstitute a "service" to

which the resale p ovisions of the 1996 Act apply. Promotions

are not services pr se, but simply short-term marketing tools

that have distinct and long-recognized purposes. Promotional

pricing therefore :hould not be factored into the calculation

of wholesale rates

_ ..._-_. ------
90 See Policy and fules Concerning Rates for Dominant Carriers,

Memorandum Opin on and Order on Reconsideration, 6 FCC Rcd
66'), 670 (1991) Policy and Rules Concerning Rates for
Dominant Carriel§., Order and Notice of Proposed Rulemaking,
8 I~CC Rcd 371 n16 n 11 (1993)
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3. The Wholesale Rate Structure Should Not "Mir-
ror'The Retail Structure. .

The fedel ~l regulations should address the treatment

of services for wh 'h there may be multiple rates (e.g.,

single services wi1

discount packages)

off-peak and on peak rates, or bundled

Sections 251 c (41 and (b) (1) of the 1996

Act require resale ~f services, not pricing plans. According-

y, any federal re~ ulations should confirm that the 1996 Act

does not obligate ocumbent LECs to mlrror their retail rate

structures, includ og every single price variation for every

servic::e offered. odeed, requiring LECs to mirror their

retai L rate structlr-e could inflate the costs of wholesaling

and create adminis' ~ative burdens in developing and restruc-

turing thousands 0 retail rates. :,'or example, mirroring the

wholesale rates to the existing retail rate structure could

prevent the incumbfnt LECs from restructuring complicated

existing retail ra l es to make them more simple and understand-

able. The federal regulations ultimately adopted should pro-

vide that LECs may lffer a single r~sale rate when more than

one retail rate is lffereci in conne tion with a single service

.e.g .. a service w th peak and off peak rates), provided that

the single rate reI resents the weighted average of all of the

retail rates, less avoided costs, for the service in question.
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III. NATIONAL PRIC1NG PRINCIPLES UNDER THE ACT MUST ENCOURAGE
EFFICIENT COM:PETITION WHILE AT THE SAME TIME COMPENSATING
NETWORK PROVII 'ERS AND MAINTAINING AFFORDABLE RATES.

A. The Comnu ssion Should Establish Core Principles For
Interpreting The Pricing Requirements Of The 1996
Act

Perhaps he most important challenge presented by

the 1996 Act is tho proper pricing of the various services and

facilities that cor petitors will need to purchase from the

Lncumbent local ex hange providers. As with most aspects of

the 1996 Act, Cong ess has first left it to negotiating par-

ties to agree on t e rates to be charged for interconnection,

network elements, eciprocal compensation, and wholesale

services. Nonethe ess, the CommissLon should establish core

principles for int rpreting the pri~ing requirements of the

996 Act, not just to give guidance to negotiating parties,

but also to provide assistance to states seeking to arbitrate

or tariff these se vices d.nd f aci lit i es .

Any set f principles that the Commission estab-

ishes must accomm ,date three bas ic goals of the 1996 Act:

(1) facilitating e ficient local exchange competition,

(2) keeping teleph ne rates affordable, and (3) compensating

network providers or their costs. Properly articulated, a

pricing policy can harmonize all three of these goals. It is

critical, however. that all of the ~oncerns be addressed.
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Ameritech proposes the following set of principles, each of

which is discussed ln greater detai

national pricing g ldelines.

below, as appropriate for

First, t insure that prices properly compensate the

network provider. ates must cover he forward-looking incre-

mental costs, the .,int costs, and ~he common costs of the

service or facilit Setting prices for all services at long

cun incremental co will not pay for the entire network.

[ncumbent LECs mus . at the very minimum, be permitted to

~harge for forward iooking joint and common costs.

Second, esidual costs cannot be ignored. At a

minimum, the Commi sian should not oreclude states from deter-

mining to what ext nt such costs are appropriately recovered

Ln the rates for f cilities and services provided by incumbent

L..ECs to compet it or If the Commission ultimately decides it

should establish a specific policy ~egarding residual costs,

Lt should declare hat residual costs are properly recover-

able.

Third, sates that have already set prices in accor-

dance with their v ews of costs should not be forced to re-

address their cost methodologies as long as they are consis-

tent with the 1996 Act's pricing standards. There is no one

single correct met lod for defining what costs are incremental,
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shared, joint, or esidual with respect to any facility or

servic:e. The Comm ssion should allow states that have adopted

cost methodologies ,-:onsistent wi th the 1996 Act to continue to

use them even thoul h there may be some variation among states

Ln the actual appl cation of methodologies. Moreover, the

development of pro y costs or prices lS, for the most part, a

waste of time wher' states have already adopted cost method-

ologies. Accordin,ly, if the Commission chooses to provide

quidance on what w, uld be an appropriate proxy, it should

clarify that the u e of such prOXles is unnecessary in those

states where appro\ ciate cost and pri cing methodologies exist.

Fourth, cices must be ser to encourage efficient

entry and to disco cage inefficient entry. Such prices should

ensure that incumb· nts are encouraged and able to continue

Lnvesting in their networks and that competitors are not

discouraged from b Llding their own networks to compete with

the incumbent's fa ilities.

Finally, although open, unrestricted competition is

the long-term visi n, the 1996 Act is nevertheless replete

wi th examples of s fec i f ic pol icy mandates that could not be

sustained in the f I.c:::e of Jnrestricted competicion, such as

specified averaged cate structures for end users and certain
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other mechanisms df signed to maintaln universal service. 9l

Accord.ingly, priciJ q policies must r-eflect the fact that end

user prices today. as well as for the near term, do not appro-

priately reflect c' sts.

B. Pricing l-tust Compensate The Network Provider For
Its Cost! .

In adopt ng natlonal pricing principles, the Commis-

sion must ensure t at incumbent LECs have the opportunities to

recover all costs. As the Commisslon correctly notes,

')1

Ameritech advocate a methodology based, in part, on Total

Service Long Run I cremental Cost ("TSLRIC"), but contends

~hat other costs m st also be recovered from the services

See Ie. g., 47 U 3. C. § 254 (g) (requiring geographic averag­
ing of rates fOl interexchange services to ensure that
subscribers in 1 ~ral and high cost areas are able to contin­
ue to receive bc:h intrastate and interstate interexchange
services at ratES no highe~ than those paid by urban sub­
scribers) .

Indeed, CongresE did not merely imp.ly that the requesting
carrier pay the ~ost of access to unbundled network ele­
ments. See NPRl> para. 88. Rather, that is exactly what
Congress requinj in Section 252 d) 11). See H.R. Rep. No.
204, 104th Cong 1st Sess. 71 (1995), reprinted in 1996
U.S.C.C.A.N. (1,4 Stat.~ 1J, 37 hereinafter House Committee
Report] (noting that the House Cc)mmerce Committee deleted
the requiremert I hat unbundling ],e ione on an economically
feasible basis rId clarifying' hilt the beneficiary of
unbundling must Flay itH cost.
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subject to the sec lon 252 (d) (1) prlclng standard on the same

basis as any other service.~

1. Cos Means TSLRIC. Joint. Common, And Residual
Cos _~ _

The tota costs of a telecommunications firm, like

any multiproduct f rm. are divided Lnto four categories: (1)

,Erect incremental costs (i.e., TSLRICs)i (2) joint (or

shared) costs i (:3) (::ommon costs (or overhead) i and (4) residu-

al costs. Each of these categories of costs is substantial.

Por example, only 5% of the total ,=osts of Ameritech Illinois

(on a base of $2 4 billion) is incremental to specific servic-

,~s as defined by t Ie Illinois Commer-cp Commission (" ICC") .

rhe costs break dCln as follows:

Inc -emental 55%
Joi it 12%
Com Ion 15%
Res dual 18%

In order to satisf the intent of the 1996 Act and to satisfy

economic efficienc principles. pricing should reflect all

~ategories of cost

a. Direct Incremental Costs

TSLRIC 1 the specific cost related to a particular

service that the f rm, using the best available technology,

would save if it E opped providing that service entirely, but

------- ----
<.n See NPRM para 29.
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continued to provll e all other serv ces at their current lev-

els. The TSLRIC a providing any service includes all the

costs of capital.~ labor, materials and other costs that are

incurred by the pr, VlSlon of such service , given all the other

services the firm s also providing

TSLRIC d ffers from Long Run Incremental Cost

"LRIC") 95 LRIC 1 t.he increment.al cost. of producing an

addit.ional quantit of a particular service and equat.es more

closely with the e onomist's concept of marginal cost. LRIC

applies to a speci lC unit or increment of output and will

vary depending on he overall level of service produced.

~here is only one alue of TSLRIC for a service since it

reflects the increTental costs of providing t.he entire ser-

vice. LRIC varies wit.h the level of output and, as such, is

usually 1S difficll t to measure. Isolating a specific incre-

'14 A component of Eich of the four cost categories is the cost
of acquiring carital assets, which includes not only the
recovery of the invested capital, but also the cost of mon­
ey In general _erms, the cost of money is the return that
a firm must pay, on average, to attract funds away from
other investment opportunities of comparable risk. Under
standard econom_ principles, the cost of money is consid­
ered a cost, rat ~er than profit, because covering the cost
of money is just as necessary fOl long term survival of
incumbent LECs ( 3 covering any incremental, joint, or common
costs. See Edge 1 K. Browning & ,aCi111elene M. Browning,
Microeconomic Tl ~Q£Y-_~_nd ApplicaLhQ.nE2 (4th ed. 1992).

See NPRM para
between TSLRI

26 (requesting comments on differences
'Td LRI C' anal ys s
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ment of output and determlning the specific costs associated

with that output m, y be impossible' 0 achieve with any preci-

~3ion.% For exampl, , some costs that may be incurred in the

provision of one i crement of output may no longer have to be

Lncurred in the ne increment of output. The TSLRIC standard

does not suffer fr m this shortcoming because it looks at the

costs of the ent ir, service. Accordingly, TSLRIC is the stan-

dard that Ameritec recommends be adopted by the Commission.

b. JOil t (Or Shared) Costs

Joint [0 shared)~ costs are those costs incurred in

the provision of a group or family )f services, but which are

IIOt incremental to anyone serVlce .ndividually. Joint costs

thus could be avoi ed only by eliminating the entire group or

family of services

,;ost of the capi ta

As wlth TSLRIC joint costs include the

labor, materials, and other costs associ-

ated with the prov sion of a group or family of services. The

capital assets, lalor, materials, and other inputs that are

shared within a fa ily of services1r facilities, and thus at-

~ributed to joint

Id .._ at 70-TI.

osts, are different from those that are as-

JOlnt costs are 30metimes called "shared" costs. See, e.g.,
Proceedings To Fefine the Definition of, and Develop a
Methodology To Ietermine, Long Run Incremental Cost for
Application Under 1991 PA 179, Opinion and Order, Docket No.
U10620, at 14 V[ich Pub. Serv.::omm'n 1994).
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